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In the years following the passage of the National Energy Policy Act in 1992, Moody‘s cautioned investors 
about the potential for significant downward pressure on the a d i t  quality of many investor-owned utili- 
.ties as retail markets for electric power were opened to cornpetition. Our concern about credit quality 
were &en largely by persistent uncertainty about the extent to which utilities could recover their fired 
corn in prices dictated by competitive markets. 

More recently, bowever, regulatory and legislative initiatives have considerably reduced this uncertain- 
ty, leadkg us to a somewbat more optimistic view of the future direction of the industrp‘s average credit 
quality. Legislation and regulatory resmcturing plans enacted to date have, for the most part, allowed for 
the phase-in of retail competition over a multi-year transition period, and have provided utilities the 
opportunity to recover their ked and sunk costs through the divestiture of generating assets, a non- 
bypassable charge to eristing cusfomezs, and/or securitization. 

SIGNIFICANT HEADWAY TOWARD COMPmTlON AT STATE LNU 
Legislation concerning retail competition has been passed in 12 states, including California and five 
Northeast states in which electric rates have been the highest For the most part, these laws have been 
supportive of the utilities in their quest for full recovery of costs that might be rendered uneconomic, or 
“stranded”, under competition. The notable exception is New Hampshire, where progres toward retail 
competition has been stalled by c o w  battles between the state’s utilities and its regulators over legdation 
that does not provide for full recovery of stranded costs. Similar court battles currently prevail in 
Vermont, although the state is still without resuucturing legislation. 

Even absent legislation in some states, there bas still been considerable progress toward establishing 
retail competition as a result of regulatory support for individual utility restructuring plans. In New York, 
for instance, six of the seven utilities have obtained regulatory a p p r d  for their own restructuring p h .  
The seventh New York-based utility, KeySpan Energy (formerly Long Island Lighting Company) has 
recently completed its version of an electric restructuring plan by selling all but its wholly-owned generat- 
ing units and gas business to the Long Island Power Authority. Michigan is commencing choice in 1998 
under orders issued by the Michigan Public Service Commission. 

With very few exceptions, we upect that most of the other states will continue to debate electric utili- 
ty resrmcturing issues at the state legislative level. As many of these states press hard toward enarring their 
own versions of electric resuucturing laws, they are likely to incorporate those aspeas of laws already 
passed that they think will work best for them, while adding their own unique conditions. 

We expect that elecuic utility resrmcntring will also remain a high priority agenda item in the next 
Congressional session, as all signs indicate that there will be insuffiaent support to pass any one of the 
several bills that were floating in Congress this year. Among the obstades to progress at the federal level 
are difficulties in coming to grips with how and/or whether to reform the Public Utility Holding 
Company Act of 1935 and certain sections of the Public Utility Regulatory Policy Act of 1978, as well as 
lingering questions about federal versus state jurisdictional matters. If the stam continue to make good 
progress with regard m bringing about elecuic indusuy resuucturing, then the push for Congress to do 
something could begin to wane. 

With or without legislation, the pace at which the resmcturing process moves in any given state is 
likely to be influenced by the extent m which politicians are willing to get involved, to which cusmmers 
are discontent with the current rates that they are paying to the incumbent utility, and to which the com- 
panies are satisfied with the process. We have found that it is particularly helpful when legislation is in 
place because it helps guide the regulatory process involved in bringing a utility‘s restructuring plans to 
hition. Indeed, in many instances, the legislators are deferring to the regulators to implement the details 
of how resuucnuing will work in a given state. 



RestructuringlLegislative initiatives in the U.S. 
r..r--. 

-LJ United States 

k ” S  OFFER CUSTOMERS AND COMPANIES CHOICES 
To date, utility resrmcturing plans have often incorporated a phase-in approach to retail competition, in 
many instances allowing time for pilot or test programs involving certain groups of customers to deter- 
mine whether a particular approach works. Although some plans have hied to suetch the phase in period 
out well beyond the year 2000, there s t i l l  appears m be a strong preference to keep the phase in period as 
short as practically possible (generally not later than 2002). 

Other key aspem to utility remucturing plans that we have seen to date incIude conuniments to 
divest al I  non-nndear generating assets and to redue rates by an average of 10% in exchange for an 
oppoMnity to M y  recover any costs stranded or rendered uneconomic by the onset of retail wmpeti- 
tion. Although many of the decisions to divest generating assets have been voluntary, there are some 
instances where utilities were Iegisktmely mandated m do so. The market valuation of assets through the 
sale process tends to eliminate the contentiousness often associated with relying on a “formulaic” 
approach to determine the level of stranded costs a utility might have to try and m v e r  by making 
assumptions about the fume price of energy and capaatyin a given region. 

We expect that regulators will continue to play an important role in many instances when it comes to 
quantifying the amount of stranded costs that a given utility is left with after diMstihue and/or other 
mitigating steps are taken (e.g., cost reduction programs, using excess earnings above a specified Ievel to 
accelerate depreciation of generating plans, or faster amortization of regulatory asses). 

Once the amount of unmitigatable stranded cost is determined, regulators will then take into 
account the rules set out by legislation in determining the means by which, the extent to which, and 
the time frame over which such costs can be recovered. When the rules include an opportunity to 
periodically ‘me-up” the stranded cost amount during the transition period, we believe there is less 
risk present for fixed-income investors. 

The most common way that legislators and regulators are permitting stranded coss to he recovered is 
through the collection of a non-bypassable charge, often referred to as a Competitive Transition Charge 
(CTC), over a predetermined time period (e.g., the uansition period). This fee is established as one part 
of the unbundled rates charged by companies continuing to provide regulated “wires” services. 
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For those companies that retain interests in nudear generating assets, many p h  allow these assets to 
remain part of the regulated transmission and disaibution utility. Under this approach, corn relating to 
these investmena will continue to be recovered in the regulated rates that these entities charge their cus- 
tomers through the tclnsition period. There invesrments will continue to be recovered in the regulated 
(and o h  frozen) rates. 

THOUGH CONTROVERSIAL. SECUWnZATION REMAINS CREDIT POSITIVE 
Yet another comprehensive and considerably more controversial means by which companies can recover 
their stranded costs is through securitization. Securitization is an option currendy available to utilities in 
seven of the m&e states that have passed resaucNring legislation to date. This is not to suggest that the 
subject has not been hotly contested throughout the country. In some states, such as New York, this is an 
issue that is dearly divided amss political party lines, which makes passage of legislation that specifically 
provides for securitization more difficult 

In general, securitization legislation permits utilities to create a property right to the revenue stream 
produced by collection of the non-bypassable competitive transition charge. The property rights are then 
sold to a special p"pOSe financing &de or bankruptcy remote trust This entity can then issue securities 
backed by the hnue cash flows from the CTC's. 

We view the credit implications for utilities who issue securitized bonds to be positive due to the 
expected lower 6nancing costs of higher rated securities and the greater certainty for recovery of suanded 
0os0 than existed previously. Just bow positive such a iinancing suategy might be for a utility wiU, howev- 
er, depend on how aggressive they are with regard to use of proceeds and the ensuing level of protection 
that remains for the existing investors in the utility's tradit io~l fixed-income d t i e s .  The utility can 
use proceeds from the issuance of securitized bonds in a varietg of different ways, but t yp idy  they have 
indicated that they will pay down debt and buy back common equity in amounts that allow them to, at a 
minimum, maintain the same percentage of debt, preferred stods, and common equity in their capital 
smehlre as existed prior to issuing the securithd bonds. 

As we analyze utilities that issue securitized bonds, we will treat such bonds as being fuUy non-recourse 
to the utility even though the Securities and Exchange Commission's guidelines require the debt to appear 
on the company's balance sheet Thus, we will adjust funds from operations and retained cash flow down- 
ward to reflect the hct that a material p m o n  of cash flow each year will be set aside for debt service on 
the securitized bonds. This approach, we believe, will better represent the cash flow stream available to 
protect the utility's remaining k e d  income investors. 

Whm securitization is not an option and/or where generating asset divestiture is not part of the utili- 
ty's mategy, the company wiU likely he looking to reduced costs and increased sales as means to of€set the 
rate reductions that are still being required in exchange for regulatory support for resnuctming pkns. 
This is more apt to be an approach followed by utilities with only moderate exposure to stranded costs 
and/or where significaat cost reduction opportunities and sales growth potential still exist 

Moody's believes that the electric utilities that divest their generating assets, either by choice or regulatory 
mandate, will substantially reduce their business and financial risks, allowing for the possibility of 
suengthening their balance sheets and increasing free cash flow. 

Divestime of generating assets has proved to be an effective way to addres regulator's market power 
concerns. It also provides a means to arrive at a firm measure of, as well as a potential mitigant for, strand- 
ed costs. Regulators and legislators in New England, for example, have offered utilities a deal that, so far, 
few have been able to refuse - divest stipulated generating wets in exchange for an oppommitg to fuUy 
recover sn-anded costs. Alternatively, regulators in California, by setting low rates of refilm on equity, 
have given utilities in that state added incentive to divest And, in the end, the utiJities that divest will he 
spared the pressures of competition facing the generating side of the business as nansmission and disuibu- 
tion continues to be regulated. 

It should come as no surprise then that over ten percent of investor-owned electric utility generating 
capacity in the U.S. is either currently available for auction or bas recently been sold. 
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Yet another compelling reason to divest -and quickly before the market changes -is the signilicant 
premiums to book value that buyers have been willing to pay, particularly in the Northeast. In this region, 
lnitial concerns that prices would come in below bookvalue have largely dissipated with the results of the 
fkt  and second waves of auction activity having been so favorable. 

Aside from external pressures m exit the generation business, internal motivations come into play as 
companies make strategic decisions that reflect both their understanding of market conditions and ability 
m capitalize on perceived suengtbs and rwurces. There are a number of conditions that iniluence this 
choice, induding the supply and demand outlook in a specijic service territory, the market cost of elechic- 
ity, the pace ofindusnyrestructuring, labor costs and composition of its workforce. Fiuther, utilities need 
to decide if divested asseo are required elements for the utilities’ growth strategy. In many instances, the 
decision to divest generation assets is a de facto indication that the regulated utilit$s hnue business will 
be focused on the delivery of energy, and that the ownership risks of generation are not commensuclre 
with the rewards available. 

While many states have required divestiture of generahg assets in their resmcturing legislation, 
Moody’s expects that most utilities d not fully exit the generation business. Over the near term for 
example, companies with nudear assets will retain this pomon of their generating portFolio, at least until a 
more robust market for these assets develops. In addition, few resmcturing schemes have required 
dive-stitme of such asses. 

ASSETSALES ATTRACT NEWPLAYERS 
For every seller there must be a buyet, which means that for every company that wishes m exit the generat- 
ing business, there is another company with the opposite suategy of expanding its presence in that segment 
even given the attendant risk compcrnies in the Northeast are tending m lean in one strategic direction - 
exit the generation business to the fullest extent pcssible, and focus on the distribution and wires business. 
Other companies in the US., like PG&E Corporation and W o n  International in California , are simulta- 
neously divesting their formerly regulated generation assets, while acquiring generation asses in the 
Northeast as a means to stay invested in the generating business on the non-regulated side. 

Almost all asset sales to date have been to other investor-owned entih, a uend Moody’s expects to 
conhue. One notable exception, however, is the sale by the former LECO of all of its assets except its 
wholly-owned generating units and gas assets to a muniapal entity. 

AU sales have not, however, been to existing players. As regulated utilities begin to exit the generation 
side of their business, new, ouaide players have entered this market These new entrants believe that they 
can be the higher-value owners of generahg assefs, especially in a competitive market 

Independent power prcducers (IPPs), though not the only interested parties, have shown the greatest 
interest in acquiring generation assets. IPPs with some type of IOU affiliation have been the most 
successful bidders to date. 

In some of the larger, more recent: acquisitions or announcements in which assets have been put up for 
sale, the buyer was a geographical outsider: USGen acquired NEES’s assetq E’F’L Group agreed to buy 
C e n d  Maine Power’s assets, Sithe Energies obtained Boston Edison’s non-nudear assets, and Edison 
International has agreed to acquire GPU5ergy  Fast’s mammoth Homer City generation plant All 
prices offered were well above the book value for these assets, although the actual d u e  of these assets will 
hinge on the future market price of generation. 

Asset valuation is not limited to the quality of the generadng asset In fact, sometimes the real value to 
a buyer may be the site, and not the plant, because of the expansion opportunities. The value is aL0 deter- 
mined by aFsessing the contram and obligations the buyer assumes and can not always be analpzed from a 
$IMW or book value multiple. Specifically, items such as environmental liabilities, fuel contracts, power 
sales contram, and standard offer obligations iniluence the profitability of a plant Production costs, regu- 
latory environment, competitive position, and overall market atuactiveness are also influential in arriving 
at an acquisition price. 

USE OF PROCEEDS KEY CREDll FACTOR FOR SEUER 
While Moody‘s generally vim the sale of generation assets positively, the manner in which the proceeds 
from these transactions are used could, in some cases, have negative implications for credit quality. 
Options for the use of proceeds range from reducing outstanding debt, which has the most positive credit 
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implications, to buying out purchase power contram, funding internal capital requirements and promised 
decreased elecaic raw, investing in core competencies and suategic initiatives, and to repurchasing smck 
or sending a special dividend up to shareholders. Used to extreme, the latter two alternatives may have a 
negative impact on the company‘s credit quality. 

The Cplifornian legislation stipulated that proceeds from generation divestiture or stranded cost secu- 
ricization could be employed in any manner the utility deemed appropriate, as long as the utilities main- 
tain a apital structure no worse than before legislation was enacted. This restriction was actually a credit 
positive, insofv as it effectively mandated that the utilities in that state maintain their suong capital base. 
Niagara Mohawk‘s commitment to use a significant amount of the proceeds from their auction m repay 
debt was similarly viewed as a credit positive. 

It is becoming increasingly evident, however, that utilities without specific resnictions on the use of 
proceeds do not necessarily plan to use funds to pay down debt on a pro-rata basis to the way the asset was 
financed. Many have chosen not to commit to a speci6c use for the funds. 

As companies determine their future lines of business - from a pure uanmkion and distribution mmpa- 
ny, to a pure generating company or independent power producer, m a diversified energy services compa- 
ny - their owall credit quality will change in concert to reflect a new balance of financial and operating 
risks. Therefore, even though the indusuy average credit rating is likely to strengthen over the next few 
yeam, deviation from the average is also likely to increase as a reflection of the industry's new divenity. 

“ONE-NOTCH” RULE NO LONGER APPROPRIATE TO HOLDING COMPANIES 
We believe that the common practice of rating an electric utility holding company just one refined rating 
category (or “notch”) lower than the unsecured rating of the core utility is becoming less and less appro- 
priate due to growing complexity in the corporate suucnue of these companies. 

Over the past decade, invesmr-owned utilities have set up holding companies to expand investment in 
non-regulated businesses. These investments range from service businesses to telephone companies to for- 
eign utilities to mergers with natural gas companies as part of the convergence of these two energy sectors. 

Many utility holding companies have iinanced substantial pomons of these non-regulated investments 
with debr While this type of debt has grown, the size of the dividend stream from the primary operating 
company (the utility) has nos and in fact may be shrinking. The addition of debt to 6nance non-regulated 
businesses at either the holding company, affiliates, or elsewhere within the corporation increases risk 
within the consolidated credit profile. 

Structural subordination is one of the basic considerations in rating complex corporate structures. 
RisGs to investors at a shell holding company (which owns just 6nancial assets, usually stock) are different 
from those faced by investors at its operating company subsidiaries. Holding company debt is serviced 
almost exclusively by dividends from operating companies. Because dividends are paid after operating 
company debt service, holding company bondholders and lenders are “ s a u d y  subordinated” m 
operating company bondholders and lenders. 
Moody’s reilem this legally weakcr pasition by rating holding company debt at least one notch lower 

than unsecured debt (that is m o  notches off the senior secured debt) of the utility. 
Today, the appearance of numerous new subsidiaries, concurrent with heightened risk from non- 

regulated businesses, complicates the holding company credit profle. And it complicates credit analysis 
with regard to the utility operabg company. It is now rare that a utility can be analyzed based upon its 
own credit funhenta ls  alone. 

From a credit perspective, the rating assigned m a holding company must d e c t  the consolidated risk 
of the corporation, which in all lik&ood will continue to lead to a wider rating diEerential between 
members of the same corporate h d y  than has been seen in the pan  

SAME CASH FLOWS, LOWER BUSINESS RISK MSTlNGUlSH mA” AND MSTWBUnON 
The electric utilities that divest their generating assets will s u b t i a l l y  reduce their business ri& as well 
as strengthen their balaoce sheets and increase free cash flow. AU other fundamental factors being equal, 
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as metering and customer billing. Marketing will continue to be an important function in a customer- 
oriented market As a result, gathering and storing data on customer preferences and purchasing patterns 
will provide an extremely duahle  marketing mol in the newly competitive landscape. 

Contrary to pure wires companies, aggregators that contract for energy purchases or are involved in the 
energy uading and des business will be V d  to highly volatile market prices. As a result, the aggrega- 
tors will likely exhibit thin margins and uncertain cash flows due to fluctuating market prices in &rent 
regions of the U. S., stemming from seasonal energy demand and the availability of capacity rgouTces. 

Core competenaes necwary for success as an aggregator are: current information on the operating 
performance of regional generating assets and the market prices these facilities can command during dif- 
ferent time and S ~ ~ S O M I  intervals; marketing sophistication; derivatives expertise to manage price rids; 
and technical knowledge in maxhking utilization of regional mnsmision grids, despite certain con- 
suaints, during peak and off-peak periods. 

CASH now vouniiw IS GREATEST CHAUENGE TO GENERATING COWANIES 
In a competitive world, generating companies will face and be held responsible for weather rids, manage- 
ment mistales, customer demands, environmental liabilitiq capital rationing, over-capacity, under-capac- 
ity, and technological obsolescence. Each of these rids d Act the cash flow of the company as it mug- 
gles to deal with new challenges. Furthermore, as electricity prices are deregulated, the wholesale cus- 
tomer will see volatility in prices as q r i e n c e d  in other indnstrial commodity businesses like basic &e@- 
cals, metals and petroleum markets. Moody's view is that elecuiaty prices will broadly uack economic 
activity in the US in general, but vary repionally as generating companies seek to maximize profim by tak- 
ing advantage of local market dynamics. This segmentation of the national market portends periods of 
high volatility in pricing on a regional basis. In addition, classic cyclical industry over-and-under supply 
conditions are bound to prevail from &ne to time, adding to price volatility. In the long term, generating 
companies d need flexible cost and capital muctures which allow them to respond to a changing market 
in order to maintain a steady cash flow sueam in a competitive environment 

Casb flow volatility for a generating company can be described by its extremes. The most predictable 
cash flow is derived from a fixed price, fixed volume contract which is uaditionaUy found in single asset 
financings. Most contram of this type contain provisions that require a unit to be YaMiiable" in order to 
qualify for its 6xed price to be paid. Current achievements in availability facton which allow for 90% 
availability in most cases and higher than 95% in some, provide for excellent predictability of cash flow. 
Assuming continued operating excellence, the power generation assets with contracted revenues provide 
dependable cash flows which allow for greater creditor con6dence at higher debt levels. 

In conpass the least predictable cyh flow for a generabg company is that of a merchant plant - a 
plant selling into a competitive market without the benefit of a contract Merchant plant cash flows are 
directly affected by price movements and cbanges in demand and offer the greatest challenge to investors 
in generating companies. In order to mitigate some of the price risk of merchant activities, generating 
companies sometimes undertake a p d a l  mnuact - that is a contract for fixed volumes a t  a market price, 
or variable volumes at a fixed price. 

cash flow volatility can also be mitigated by participating in power uading markets duougb derivative 
produce such as swaps and options. As volumes grow in the power marketing arena companies will be able 
to forego connacts in favor of a derivatme product wbich offers the same cash flow characteristics. While 
growtb in this market may be slowed by the events ofJune, 1998, the market is likely to become healthier 
as the n u m k  of market paniapants deueases and the credit quality of those participants increases. 

ASSEl PURCHASE PRICES INFLUENCE CASH FLOW 
How~ver a generating company acquires its assets - wbether they are contributed by a utility into a do l ly  
owned generating subsidiary, spun off into a stand-alone generating company, acquired through public 
auction, or via a private Pansaction -the purchase price paid for the asset d be a major cash flow deter- 
minant, with bargain price equating to a higher cash flow and a competitive advantage. In the regulated 
world where acquisition prices would be largely recovered from rate payers, prices were not scrudnized to 
the degree that they are currently now that buyers can ill afford to ignore things like pansmission paths, 
load pockets, and siting issues. 
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PORTFOUO DRlERSlFlCATlON REDUCES CASH FLOW VOLATILITY 
The single most effeoive mitigant for increased price volatility is increased earnings power created 
through a large and diversified portfolio of generation projects. Such earnings potential will not, however, 
be easily achieved. Diversilication helps dampen the damaging effect of price volatility suffered by any one 
plant However, the ability to add high quality assets to a company's portfolio requires a high degree of 
6nandal flexibility and discipline through which management exercises the will m reject axnsoions that 
offer unacceptable riskadjusted rates of return. Such hurdles make it diffidt for a small, snuggling gen- 
erating company to add asets to its portfolio in order to improve is cash flow position. 

Whether operating in the merchant or contract market, the benefits assodated with portfolio diversifi- 
cation are an important cash flow detenninanr Financing structures which spread risk alross a number of 
markets, long term conuacm with h a n d y  sound customers, and efiiaent or innovative generating tech- 
nologies will, from a cash flow standpoint, be p o w e r f u l .  For example, investment-grade rated generating 
companies such a~ National Power plc (rated Az senior unsecured) and PowerGen plc (Aa3 senior unse- 
cured) in the United Kingdom, and Endm @aal senior unseared) and Chilgener S A  @aal senior unse- 
cured) in Chile are active in open markets, have compedive mt structures, contracts that are snuctured 
prudently to protect against non-operating risks, and conservatively financed in-ens in various over- 
seas infmaucture projects. This combination of factors supporn good to high l d  of finand flexibility. 

YOUNG AND DIVERSE ESCO UNIVERSE WqUlREs "BOTIOM-UP" ANALYSIS 
The term "ESCO" may have a different meaning from one person to the next That is because the term 
functions as a catch-all for any company involved in energy-related services outside of the ownership of 
assets through which electrons flow. In other words, an ESCO is not a generation, pansmission, or 
distribution company. ESCOs would include companies engaged in energy-related equipment leasing; 
plant or project management, energy effiaency auditing, metering, billing, or any number of other 
services to other electric companies or their customers. 

ESCOs are presently highly fragmented, small, privately-owned businesses. However, the size and 
visibility of ESCOs are likely to grow over the next decade in response to the need for new products and 
the rewards for providing them that competitive markets promise. Invesnnent in energy service companies 
condnues to grow, amacted by new profit potential from lack of regulation. Several firms are pursuing 
aggregation of mall ESCOs in similar business lines to achieve national economies of scale (in a strategic 
thrust called a 'koll-up?. 

As ESCOs lack a peer group for direct comparison, Moody's will rate them 'from the bottom up" 
through detailed fundamental analysis. Cross-comparisons that are normally valuable analytic tools where 
a peer group exists would likely be inappropriate and misleading with ESCOs as their quantitative 
measures, such as operating margins, interest coverage, and leverage, can vary widely based on the size 
and the type of investment required by the sector in which they specialize. 

0 

Examples of types of ESCO investments demonsuate the diversity of these companies. 
DTE Energy is pursuing a non-regulated strategy that draws on its core competencies in fuel 
management developed in the regulated arena. Through subsidiaries, it proceses coal into coke for 
the steel indumy, inmts in regional rail transportation, markets mid-stream coal in the northern 
US, and invests in regional generation assets that allow DTE to capitalize on related synergies. 
"One Bill" strategies of slightly different scope are being pursued by KN Energy and Washington 
Water Power. A KN Energy venture simplifies cusfomer billing by aggregating billing for multiple 
utility services (electric, gas, cable, telephone, internet, and security) inm one bill. WWP's Avista 
Advantage Customer Internet Site integrates reporting of real time enerm usage for its national 
customers with proprietary technology that analyzes the data for energy savings o p p o d t i e s  while 
also consolidating utility bills. 
FimEnergy is accumulating a nationwide network of energy service companies specialized in high 
volume energy management for commerdal and industrial customers through acquisition of small, 
privately held, regionally based companies. This network wi l l  advise its clients on energy cost 
reduction in high volume air conditioning, heating, lighting, and other forms of energy 
consumption; provide equipmenq and service the equipment over its lifetime. 



PRICE SHOCKS HIGHLIGHT RISKS IN POWER MARKEllNG 
Perhaps the highest risk segment of the electric utility indumy is power marketing, which just this past 
summer experienced a "forced" correction to previously exponential sales growth. Still, Moody's expects 
that unregulated energy trading will continue to grow, even though the risks inherent in power trading 
will not disappear. Those who choose to stay in the business will strengthen their risk management 
practices as needed, and those who do not choose to devote the resources necessary for success in trading 
will exit it. Moody's also believes consolidation to achieve economies of scale will be an integral part of the 
resuucturing of this indusuy. 

Certainly not all of the more than 400 approved power marketers actively uade, but many more were 
active than were prepared to manage the subsrand risks involved when in June 1998 electricity prices in 
the Midwest skyrocketed to $7,000 per megawatt-hour. (This translates into $7 p a  kilowatt-hour for 
those who prefer comparison with the residential price, which averaged around nine cents per kilowatt- 
hour in 1997.) FirstEnergy, PaciliGrp, Illinova, and Wisconsin Electric among others announced trading 
losses during the second p a m r .  However, some firms announced trading gains, having either antiapted 
market developments, moved swiftly and deftly, or were blessed with excess capacity at a time when 
capacitywas at a premium. 

The confluence of many factors - some certain, some of moderate probability, and a few totally 
unexpected - created the unusual price movement. 

Several large plants were out of service, reducing regional capacity. 
Two other plants were hocked out of service by s t o m ,  further reducing capacity. 
A heat wave spread across an enormous region, preventing the usual sharing of capacity among 
regions to deal with normal heat waves. 
One power marketer credit failure (Federal Energy Sales) led to another (Power Company of 
America), causing credit concerns within the market. Firms reduced their trading to only those 
counterparties willing to put up suflicient formal protections or up-hnt payments, reducing liquidity. 
Failures to de l iw resulted in purchasers being forced to cover positions with spot market priced 
power, aggravating the price spikes. 
Some inexperienced trading firms panicked and bought power to cover future potential settlements 
while pr im remained elevated. 

Many utilities have asked the Federal Energy Regulatory Commission (FERC), which licenses power 
marketers to trade at marht-based rates, to set 6nanaal parameters as part of licensing criteria. C d y  
protections are necessary for the small and unsophisticated purchasers, such as residential and small 
commercial customers. But Moody's is concerned that if FERC were to appear to add financial st~ength 
criteria to its reqnirements, many larger market pdcipants, including trading firms, may in effect rely 
upon the FERC to do their counterpamy risk management, thereby neglecting this key risk management 
tasL. Such a request may be indicative of an industry with an inherited culture of regulatory protection. 
Few other corporations engaged in competitive markets expect or desire a regulatory body to manage 

In order for investors to understand the risks that can develop with regard to counterparty transac- 
t i o n s  which we highlighted in our December 1997 Speaal Comment on the power marketing segment - one fim needs to know that every contract entered into has an offsetting contract to eliminate risk 
Otherwise the trading firm would be carrying an open exposure to market price fluanations. However, if 
Counterparty B fails to deliver contracted power to Trading Firm A, the nominal amount of the contract 
may not be the ody loss. Even though Trading Firm A could justi6ably not perfom on subsequent con- 
tracts with that counterparty, the trading firm would still have to c o w  the exposure gaps created by can- 
cellation of these remaining contracts. 

If the market moves substan- against those exposure gaps, the rrading firm may be forced to cover 
the exposnres at a substantial loss. This is what occurred for several parties aposed to contracts with both 
Federal Eoergy Sales and Power Company of America in June. And it is a type of risk that if poorly man- 
aged, could still create large losses, even for firms which claim to be h i r i n g  their risk expobures and trade 
"just for cusfomers". 

their supplier risks. 
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Power marketers also have minimal hard asses. In banlrmptcy they could repudiate all contracts which 
entail losses (as they are legally executory contracts) and keep those with gains, leaving those who file 
claims against the bankrupt firm battling over limited proceeds. 

Among the other credit ri& highlighted in the power marketer failures of June is that of relying upon 
name alone, with its assodated perception of creditworthiness As we cautioned last December, when 
trading becomes &cult, only smng and reliable credit suppom can be counted on to protect against 
counterpany risks. The Power Company of America, which ranked 2lst in power marketer sales in 1997, 
was amated with both Barr Devlin M a t e s ,  is general parmer which is one of the top invsment 
banking firms to the elecaic energy sector, and with two GE afKliates as limited partners. 

Sd, Moody‘s views the market’s reactions to the events of June as healthy for the energy trading 
business. Many 6rms are now reevaluating their power marketing operations. LG&E Energy, among the 
top ten power marketing firms in each of the past three years, announced that it was exiting the power 
marketing arena due to the demands on capital required by energy trading and booked a $225 d o n  
second quarter 1998 loss related to power trades and to a reserve to dose out contracts. 

Others firms have strengthened their counterparty risk management practices. Tools to manage th is  
risk include examination of financials for capital adequacy, insistence on guarantees from a more 
creditworthy parent or letters of credit, or provision of forms of collateral. Prepayment became an 
emergency credit protection in the days immediateb following the fim trade failures. 

In the end, we still view this growing sector as an essential component of the developing, less - 
regulated energy market despite its high risks and low profits. Trading provides access to liquidity and the 
creativity to suucture contram closely tailored to specSc customer requirements. 
Moody’s believes that success in p e r  markekg is p i b l e  for those firms with both market savvy 

and sophisticated, effective risk management. However, both these skill bases carry high price tags. 
Therefore, capital is a primary requirement for any firm that chooses active involvement 

The following chart reflects general elements of risk and return present in various business 
components and management strategies. It is intended for illustrative purposes only rather than Moody‘s 
specific view of the risk and rem relationship. 

A 

Risk 

Business Component Risk and Return 

- 
Return 
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Next to business line differentials, the strength and vision of management is perhaps the most important 
h e  in determining each companfs place with the credit quality distribution. Because the utility indus- 
tl;y is experiencing unprecedented change, the quality and depth of management has grom in importance, 
to become the centd qualitative factor which we assess in order to assign forward looking bond ratings. 
We develop our view of this intangible factor through frequent and often indepth contact with senior 
management in both their offices and ours. 

We have observed that management teams are changing to meet m h i n g  risk proiiles. A management 
team which undertakes to operate a regdated distribution business will lilrely exhibit suengths vastly dif- 
ferent from one managing a portfolio of competitive generating assets. As the suengtbs of the manage- 
ment teams diverge, so will bond ratings. 

As the need for diverse talents becomes dear, companies remit experienced executives from competi- 
tive indusmes, such as the financial, telecommunications, gas, and i n d d  sectors to bring new talents 
and fresh ideas in the early stages of reform, as well as to lead and shape the discrete business segments 
they have divested or reorganized. 

FORMULATING STRATEGIES FOR COM#TITION, G R O W ,  AND CHANGE 
How doez Moody's view management? When Moody's analyzes management and the corporate suategies 
it formulates for competition, grow& and h a d  improvement, we look for originaI tbinking, problem 
solving skills, and leadership qualities that can guide the culture change that is &tical to any organization 
experiencing dramatic shiftr in business profiles and risk parameters. 

The actions of the company are evaluated in the context of the udity's corporate strategy as defined 
by senior management. Do the actions mirror what senior management has indicated to the company's 
stakeholders? Is strategic direction adding risk to the corporate profile, or shifting it? Does management 
recognize the obstades it faces in pursuing its strategy and give proper weight to mitigants? 

Moody's also look for innovation. An important rating criterion is whether senior management has 
the flexibility to make changes to its strategy to respond to changes in its business environment. Are 
actions reaoive or ahead of the curve? For example, althmgb many states have yet to pass r e d  choice 
legislation or mandate the divestiture of generating assets, the more sopbisticated companies have func- 
tiondy disaggregated their businesses. In fact, some investor-owned utilities have required the discrete 
business segments (such as generation, mnsmkion and disuibution, energy services, parer marketing, 
and non-regulated invesrment.) to operate separately and be responsible for meeting their own suategic 
objectives and profitability goals. Others are divesting themselves entirely of one or more of these business 
lines to concenuate in, for instance, either mnsmkion and distribution, or generation. In contrast, some 
continue to grapple with the appropriate direction for their organization. 

In measuring a company's responsiveness to a changing business climate, Moody's considers the fol- 
lowing actions to be important and perhaps even necessary under particular drcumstances: mt reduc- 
tions; common stock dividend adjusanentq common stock buybacks and debt repayments; customer rate 
d e u q  and new programs for attracting and retaining customers. 

Most well-managed elecnic utilities bave already implemented cost-cuning initiatives, induding: rene- 
gotiating or buying out expensive power purchase conuam, retiring uneconomic or non-perfonning 
nuclear generating hcilities, replacing steam generators for highly effiaent nudear plants to prolong their 
usefulness, outsourcing of certain operating funcdons, upgrading computer systems, replacing existing 
billing and metering systems, and d e r  programs geared toward greater operating effiaency. They have 
also worked with regdators to become more competitive and/or to implement transition plans even in 
regions where deregulation is progressing slowly. A demonstrated commitment to reducing potential 
stranded cosfs is a a i t i ca l  management strength. 

What management does with free cash flow and heightened liquidiy from cost reduoions is a uitical 
factor. Choices range from redunion of potential stranded costs, which we view as a positive for all stake- 
holders, to stock repurchase programs and invesanent in non-regulated budnsses in the US. and over- 
seas, both of which we view with caution. Stock repurchase programs offer an alternative means to 
increase a companfs equity returns, while investment in uaregulad businesses offers potential growth 
oppod t i e s .  Bondholders do not benetit from either of these alternatives, and could suffer a diminution 
of cash flow men& to service debt or equity cushion to guard against unforeseen events. 
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GROWTH OLmlDE CORE PRESENTS RISKS TO BONDHOLDERS 
We are particularly concerned about management strategy in pursuing non-core or untraditional busi- 
ness activities both in the US. and abroad as a means of achieving growth. An unbalanced focus on 
non-U.S. investment may prevent management from devoting suf6aent amounts of time and energy 
to improve the company’s competitive position a t  home and to prepare the company for heightened 
competition in the U.S. 

In addition, we are cautious about the l e d  of risk adjusted returns a company is willing to accept in 
non-U.S. locations. Bondholders do not reap the benefits of higher earnings and returns stemming from a 
parent or holding compmfs foreign investments but can suffer from the pressure placed on a company’s 
cash flow as a result of additional debt taken on to finance new investments. Non-U.S. investments are 
6nanced largely with debt instruments and, as a result, any eamings and cash flow from foreign operations 
will likely be used to service the acquisition debt or to pay shareholders in lien of strengthening the equity 
cushion. Moreover, when ambitious growth in non-regulated energy invesments increases a utilitfs debt 
leverage, and inuoduces a greater level of busies risk for the company, credit quality is weakened. 
H m ,  not all domestic electric utilities are venturing abroad seeldng investment opportunities to 

expand and enhance earnings and returns. For one thing, some companies simply lack the finanaal 
resources due to their smaller capital base. Secondly, these companies are much involved in reshaping 
their individual state reform initiatives, while preparing themselves for open competition in home 
markets. Finally, some companies are already immersed with their own mergers with or acquisitions of 
neighboring utilities. 

INDEPENDENT POWER PRO- TAKE ON RISK INTERNATIONALLY 
A significant portion of the independent power producer universe, both non-regulated subsidiaries and 
independent companies, have chosen a strategy of international diversification. Additionally, in order 
to help diversify risk, several have chosen to branch out into elecuic distribution and transportation 
rather than stay s m d y  in generation. 

Spategies employing international investments can increase the risk profile of an issuer because the 
assets, brown or green-field, tend to be in riskier markets in order to generate a higher rate of retnrn 
to the parent. Such a strategy is important to stockholders, as it increases the opporcunities for 
increased net cash flow at the parent level, driving up the value of the company. From a bondholder’s 
perspective, however, cash flow derived from less creditworthy geographic areas of the world tends to 
be less predictable. 

By way of example, the recent change in outlook on AES Corporation’s Baa3 rating to negative 
was prompted by the downgrading of the Brazilian country ceiling for foreign currency bonds and 
nom to BZ. Since AES derives a significant portion of its cash from investments in B d ,  the quality 
of the cash flows from Brazil to AES Corporation has been eroded as the creditworthiness of Brazil 
has deteriorated. Furthermore, AES’ B d a n  assets are subject to a heightened level of refinancing 
risk as Brazil’s lower credit quality drives investors out of the market. 

The event risk of doing business in emerging markets keeps consrant presnue on ratings of compa- 
nies like AES Corporation (senior unsecured rating Baa3), CalEnergy Corporation (senior unsecured 
Bal) and C M S  Corporation (senior unsecured Ba3). Other companies employing a global strategy are 
Edison International (commercial paper rated P-1) through its subsidiary Edison Mission Energy 
(senior unsecured A3), EDF (ha) ,  Endesa Spain (senior unsecured AaZ),  Intergen (not rated), 
National Power, plc (senior unsecured rated AZ), PowerGen (senior unsecured rated Aa3), Sithe 
Energy (not rated), Southern Company (commercial paper rated P-I), and Tractebel (not rated). 
Continued economic and currency crisis conditions in the emerging markets will put furrher pressure 
on those most heavily exposed. 

The method of financing international acquisitions or developing projects on a global basis has 
credit ramifications from two distinct fronts. Such investments are often financed in discreet sub- 
sidiaries. Debt is incurred a t  the subsidivy level as well as at the parent level. Lenders to the sub- 
sidiary commonly impose restrictions on dividends to the parent company, and can require all or a 
portion of excess cash flow to be used to repay debt at the subsidiary level. In e&ct, lenders to the 
subsidiary can restrict access by the parent to casb flow from the very operations it has invested in 
order to increase earnings and cash flow. 
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Understanding the covenant package in these types of structnres can be a critical element in assess- 
ing the likelihood of timely repayment of obligations of the parent company. Examining finanaal 
statements may not reveal a problem immediately, because GAAP reporting requires earnings to be 
reported on a consolidated basis if the parent's ownership in an asset is the majority. On a consolidat- 
ed basis, the investment may appear to be healthy. But in fact cash is being trapped a t  the asset level 
and the parent has no real access to the cash returns they anticipated from their investment. 

Another issue is one of cash flow repatriation and taxation. Consolidated financial statements mask 
these risks, too. The cost of repatriating dividends from a profitable investment back to the ultimate 
parent can be very expensive if the tax treaties do not work in the Owner's favor. Where borrowers and 
intermediate holding companies are domiciled are an important part of undersranding the Creditwor- 
thiness of a parent company. 

Investment in non-US assets carries with it multiple rislcr to bondholders without the reward share- 
holders wiU receive from a successful venture. It is for this reason that Moody's regards global invest- 
ment with caution. Companies heady involved in such activity will continue to experience pressure on 
their ratings because of the difiiculties that could arise in accessing cash flow when it is needed. 

Moody's believes that the N o d  American elemic energy senor will be technoiogidy ready for the 
'Year 2000", the date January 1,2000 (or Y2Q. That is not to say that some minor glitches will not arise. 
But we believe that the power will not go out 

This belief is grounded on two a.wmptions. F i i  above and beyond all corpnrations' well-grounded 
concerns about legal liability, this indusq is of such strategic importance that it is therefore subject to 
detailed oversight from reguhtors and politicians. As one Congressman put it during hearings on the sub 
ject, "without elemiaty [on January 1, ZOOO], eveiything else is moot". Major indusnial firms have also 
attempted to assess their utilities' Y2K preparedness as the utilities are key suppliers. 

Second, the sector's restructuring has not yet diminished its traditional focus on reliahility. While 
the new (and still relatively small) independent power producers may still view reliability as a 
competitive issue, causing them to be less amenable to cooperation, the traditional IOUs sti l l  largely 
manage the grid. So they and their indusay organizations have largely relied on their culture of 
cooperation to solve this huge issue. 

A broad sampling of cost estimates to prepare systems for YZK range from $1-$10 million for small 
utilities to nearly $100 million for the largest Yet these estimates can exaggerate the purely YZK costs. 
Regulation penalized utilities for investing in available technology in the past, and some systems cur- 
rently in use are as much as 25 years old. So utility managements preparing for competition have been 
actively using the good cash flow on the tail of completed construction cydes to upgrade or replace 
systems as opposed to recoding them, with the rationale that no regulator will fault them for spending 
on Y2K compliance. 

Moody's views Y2K expenditures at US utilities as manageable and just one more challenge facing this 
industry, which is already reeling frnm the challenges of deregulation. Fortunately, here a t  the nun of the 
century the utilities generally have low capital spending requirements and minimal external financing 
needs. Therefore, strong cash flow and management of dividend and corporate finance poliaes have prc- 
vided the financial flexibility to absorb the Y2K costs. Accounting for these costs varies, although the SEC 
requires expensing purely YZK expenditures. 

Moody's also sees minimal regulatory risk from preparation for the Year 2000. Few udlities are filing 
base rate cases, so the expendims are not likely to attract additional regdatov scrutiny. Regulatorz are 
also highlyunlikely to disallow this needed expenditure. 

IOUs view the management of the grid and the generating and distribution systems as their #1 YZK 
concern, closely followed by the cusmmer billing systems. Computer coding within applications is the pri- 
mary concern for billing, cusfomer service, and other administrative systems. Harder to address because 
they are harder to find are the chips embedded in computer hardware at operating pnwer planrs and in 
transmission and distribution systems. 
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Utilities generally have pursued similar approaches in assessing, correcting, and testing for Y2K 
readiness a u o s  their corporations, having priori&& ea& facet into critical, impomant, and less critical 
categories (the latter including, for example, the copying machines or cell phones). These processes were 
genedyin full swing by 1997. The majoritywill complete critical testing byJuly 1999. 

All utilities will not certify the readiness of their suppliers due to the legal liability that entails and the 
la& of knowledge about and control over their suppliers’ systems and Y2K plans. All are making 
substantial effom to gain at least a high level of comfort that suppliers are preparing for the date by two or 
even three detailed, formal surveys of supplier initiatives. Some are even insisting on testing the critical 
suppliers’ systems themselves. 

Support from industry organizations helps this sector to compensate for the shortage of talent to 
address this issue. Edison Elecpic Institute, the trade association for IOUs, provides a focal point for 
resources and information. Power pools, such as those in New England, California, Texas, and in several 
other regions have also been a c t i v e  staging grounds for Y2K preparation. The North American Electric 
Reliabiilry Council is also pursuing major initiatives to ensure the gridk Y2K preparednes 

The Nudear Regulatory commission requires its plant operators to certify by August 1998 that they 
have plans in place to meet the Y2K challenges and to certifv their plants’ readiness by July 1,1999. The 
NRC nom that safety is not a concern as safety-related systsfems do not rely on datedriven databases. A 
plan called Nickar Uti@ Ycm 2000 Rcadfnea, developed by the Nudear Energy Institute and the Nudear 
Utilities Software Management Group, draws on best practices from around the nation to provide 
guidelines on procedures, assessments, remediation, testing, and validation for nudear power plants. 

The Clinton administration has proposed legislation to encourage information-sharing, which has 
become more &cult with legal liability concerns and with new competidve pressures in those regions 
currently restructuring their elecaic sectors. Passage may take some time, but this type of legislation can 
only be helpful to the udities given particularly the legal liability concerns they all feel. 
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State Restructuring Initiatives 
Catsgory A = Rertnxlurhg leglslallon passed. lmludlng authorllatlon for sBsurIlhaUon. 
Calegory B = Rsdmlurlng IeghlaUon passed, without authorlmlon for sseurlUzatlon 

Category C = No spec l~  rsrtrucUrring leglslauon, yet substantial progrsrsr due to ragulatwy Inltiathwr. 

Choice for ai! retail 
customers began 3/1/98 

Retail Choice phare.in 
between 1/00 and 7100. 

IL le18 I acces to be 
phased m 4 581102 

Fuii choice for all 
cu~ofomerr began 

on 311188. 

Full retail access to be 
phared in by 711102. 

Choke for tWO.lhirdI 
of customers to be 

phased in%artlng 1199: 
other one-third 1IW. 

full compeltion 
effective 111198. 

10% for residential and Yes. some iOUi have already 
commercial customers. I sold cemin o~miatlon awe&. I Yer 

Not requlred but necessary 
for suppon of stranded Standard offer rate redwtlonr 

of 10% from 12/96 levels. C M t  recovery efforts. Yer 
Vades by company 

dependlng on existing 
rates. Redmuons will diverting certnln 

Not requlred but CWE 

10% for standard offer: Not required but necessary 
addltlonalS% fw wppon of stranded 

on 911199. cost r e m q  e f f w .  Y0S 

Not requked but Montana 
Power h divesting lfs Oetermlned by PSC at 

later daw. generation asset$. Yes 

Not required but GPU system 
end Duquerne have p-d To be determined by 

PUC for each IOU. generatton asset divestiture. Yer 

M a n d a m  to mimoff I 

I or  ell 15%’01 gineralmg 
assets hanaganrott EiecML I iold 100%: olhmlpyln(l 

Slandard offer at a 

to ,Bcwery Of 
oeneratlon.reistea 

regulatory assets and 
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State Restructuring initiatives 
Category A = Rssvucturlng lagirlation pasred, Including authorlzatlon for M(YritlzaUon. 
Category B - Rsrtnrwring legislation patred, without .uulwization for Kcuritizath. 

Catsgory C = No spnclh rerVucturing lagkiatlon. yet subrtantlal progress dw to regulatory Inltlativer. 

Retail mass phara In 
begins on 1/1/99: 

completed by 1/1/01, individual rats freeid Turcm plans to 
Retail LhOiCa phase in mdwtlon plans In place. diuest; APS dwr not. Yes Not Ye!. 

i0U1 haw optlons: 

stsm I" 1998 for 

different slsn dates 

Indivldmi plans 811 requke 

a mitigant for gaining 
all "tilltier. but dlvastltura emcept RGEEr as AlthmQh bills 

have been proporad. 
for each IOU. Olffen for each IOU. Stranded cost recovery. Yes not yst. 

included as 
pan Of 3 Of 4 
rertrUCtYing 

Retail competition Price cap approach plans flled Not yet, but 
phased in over suggested: rate Not required but before the rewmmended 

Framework calls 
fw pbse.ln of 

711100-711102. reducttons possible. may be considered. PSC. by PSC. 

retaiicomptirion Not yet. DUt 
oyer 1998.2001 To be determined. Not required. Yes considered a pO%ibliity. 

RBlall Choke under 
propmed leglsiation 
would be phased 

in war four months 
beginning in the Ranging between 5%-10% Not requlred but GPU has as part of teglsiarion 
wing of 1999. in the near.term. indicated intentiom fa do so. Yes recenUy Induced. 

Not yet. but 
will be considered 

Legisiation may use it to Depends on Depeds an 
None specified yet. Ranging between 1%-9%. quantify stranded costs. kglslation leghiation. 





1997 Actual Data for the Electric Industry ($mil.) 
sr. 
h b t  Net Dlvldond E8lTl fro/ FFO Der .Charg~ Total 

~2 Cardinn pow E ught cwnpany 3,021,089 382.265 12.68 3.10 6.14 240.73 42.30 5.501.818 47.69 1.08 51.23 
A2 'Cmml  Hudson Gar & EleMc Corp~at lon  520.277 51.856 77.96 3.06 5.49 272.65 34.69 896.280 40.52 6.25 53.23 
A2 *CIS0 CMpOraIIOn 458,245 50,402 74.17 2.82 4.79 140.53 56.17 841.323 49.34 2.08 48.58 
A2 *Ddmwa P- E Ught Co. 1.423.502 101.218 92.68 3.11 3.53 121.11 35.52 2.238.459 50.23 1.14 42.64 
A2 * f m p h  DlYrlct E k I r K  Company. The 215.311 21,311 110.69 2.26 3.92 92.98 19.11 499.321 49.54 6.59 43.87 
A2 Idaho Power Conpsny 148.503 87.098 80.24 3.28 3.55 163.74 59.10 1,809.181 49.15 6.63 44.22 
A2 NMhmhdlana PubllcSwlce Compny 1,752,382 188,061 98.78 3.42 6.34 249.00 29.83 2.407.772 51.90 5.81 42.29 
A2 PmlRCOrp 6,278.W 205.4W 166.12 1.13 2.17 133.92 41.31 9,871,900 60.34 5.89 43.77 
A2 POTUBnd Genwal Elactrlc C a p a n y  1.416.033 121.033 52.42 2.70 4.81 156.67 92.75 1,948,033 51.75 1.54 46.72 
A2 vln~llnla EIecUlc and Power C m p n y  5.079.000 433,400 87.66 3.28 4.84 304.56 22.54 9.014.400 45.20 9.14 45.66 

Debl Pnf,5tor* 
Ruing+ compmy m m u e  imm Payout% intanst Inwrest %caper %Equny capital %caplt.~ %capital s%$i 

A2 'WLI rues ulllnle~ Company 397.118 22.402 116.89 1.82 4.12 247.58 23.45 540.052 51.60 0.46 47.95 
AVERAGE OF RAllNG GROUP 1.931.312 161,681 83.66 2.78 1.51 193.10 41.62 a . 2 ~ 5 . a ~  18.64 4.18 46.38 

A3 Appalxhlan Powa Company 1,720,010 113.508 1W.82 2.01 3.25 123.07 44.70 2.741.942 59.13 1.53 39.34 
A3 Allanllc CQ Eleculc Company 1,084.890 80.926 105.87 3.19 3.91 231.97 39.97 1.807.055 49.26 7.41 43.33 

A3 Wnclnnall GO & Elecmc Cmpany (me1 2,451,816 238.285 71.51 2.95 4.75 288.65 41.88 3,257,066 49.91 0.64 49.45 
A3 CenVal Power and Light Company 1,375,282 121.350 138.15 2.07 3.91 294.35 89.26 3.193.421 46.13 9.81 44.07 

~3 *cnumu sournern power company 1,139,604 116.937 87.29 2.51 3.73 197.45 56.72 1.812.510 51.17 1.38 41.45 
A3 O e t d t  E d l m  Cmpany 3,657.W 405.W 81.73 3.31 4.60 244.19 29.57 7.383.W 51.61 1.95 46.45 
A3 * H ~ ~ ~ l l l l a n  E k v i c  Company. IN. 1.098.755 18.189 14.66 2.87 3.99 128.59 19.58 1.823.905 44.54 8.10 41.37 
A3 HOW" lndurtrler Inc. 6,873,385 420,948 96.28 2.64 4.41 412.45 94.90 12,852,857 59.09 2.89 38.02 
A3 *MldAmellcan Enagy Company 1,662,606 119,453 106.31 2.49 5.11 217.17 52.78 2.334.670 49.99 7.79 42.22 
A3 Ohio Power Company 1.965.818 206.042 96.14 3.53 6.08 242.87 45.94 2.607.273 46.19 1.13 52.69 
A3 'Orange & M l a n d  Utilltler. lnc. 648,714 42.138 90.32 2.32 3.93 130.36 40.86 906,788 53.73 4.77 41.50 
A3 FQ&LIM. 3.049.000 309,OW 111.69 2.89 4.81 258.06 52.14 6,064.W 45.12 11.81 43.07 
A3 'PSI Energy. I ~ c .  1,958.469 120,504 94.27 2.54 5.07 244.89 52.79 2,313,361 48.35 6.80 44.86 
A3 'Pennrylvanla EIRVK Company 1,052.936 94,358 63.59 2.18 4.08 118.47 57.99 1,116,994 48.83 7.09 46.09 
A3 *PuMlc Sewbe Campny of Colorado 2,229,643 192,290 77.11 2.39 3.25 91.04 23.21 3,144,501 51.91 4.79 43.30 
A3 'PUMIC Service EIBCWC and Gas Company 6,125,030 513,090 104.29 2.41 4 ,00 218,27 37.64 10.542.033 50.15 6.48 42.77 
A3 'Rodlester Gar & Eleclrk Corp. 1,056,636 89.555 78.09 2.85 5.20 256.45 53.47 1,527,578 41.72 5.31 52.91 
~3 *sierra mrnc power company 657,540 77,668 97.16 2.87 4.20 95.57 22.67 1,443,514 47.27 8.43 44.31 
A3 'Walhlnglon Water Powa Company @he] 1,302,172 109,405 68.85 3.65 3,94 2 W 0 8  40.68 1.665.997 45.75 9.30 44.95 
A3 *Werran Re3owcel. lnc. ' 2,151,765 489,175 28.97 5.52 0.38 -57.08 99.51 4.913.016 49.68 9.35 41.00 

AVERAGE OP RATING GROUP 2,162,109 196.811 81.69 2.81 4.13 2W.69 50.12 5,122,818 18.10 5.84 44.46 

Baal Ba$toum Edhan Company 1.776.233 131.493 79.82 2.34 4.19 298.55 23.80 2.531.303 51.23 6.36 42.41 
Baal Arfmna Public Sewire Company 1,878,553 238.690 71.22 2.49 4.99 205.03 61.55 4.2CW65 51.99 4.07 43.94 

6 0 4  'Cam f l s c m c c m p n y  214.123 14.828 96.51 2.61 4,48 430.75 27.32 204.872 51.42 0 48.58 
Baa1 'Duquerns LlgM company 1.164.941 131.798 97.22 2.72 4.81 357.99 11.98 2.546.135 51.68 8.90 39.43 

Baa1 1lll"Oll POwa company 1,773,800 129,500 88.50 2.13 3.93 168.51 14.82 3,635.W 57.27 6.99 35.74 
Baal Indiana Michigan Power C a n p n y  1,381.91 7 141 ,W4 93.09 3.24 5.12 220.47 40.41 2.348.620 51.22 3.32 4517 

Baal 'Mmpoliran E d i m  C w a n y  943,109 93.034 85.99 3.W 4.59 207.41 80.31 1,512,241 45.14 7.41 47.45 

Baal 'Easwn Edison Company 435,014 27.059 178.23 2.53 3.38 285.01 67.86 473.246 48.W 5.84 46.16 

Baal leney CenvaI Power E Ugh1 Company 2.093.972 200.638 74.76 3.10 5.22 257.30 62.35 3.174.850 43.48 6.01 48.51 
Baal 'Kentucky Power Company 359,543 20,146 128.99 1.81 3.15 82.17 38.95 634.827 59.41 0 40.53 

8 1 1  'Minnesota Powa. Im. 953600 76.6W 85.32 2.30 3.30 216.92 42.70 1.576.600 51.96 6.76 41.29 
Baa1 'Montana Power Company 1.023.597 124,942 72.92 4.59 5.11 76.52 36.71 2.003.028 43.31 6,12 50.50 

51.39 310.13 33.65 3.509.199 44.07 4.54 Baal N~~Y~rknaWEkVkandGarCorparat lon 2.129.989 175.211 59.93 3.45 4.72 
8 1 1  PECO Enagy Company 4,817,901 319.754 132.23 2.69 4.08 233.93 226.18 7.866.524 51.94 7.40 34.66 
Baal 'Pugel Swnd Energy. Inc. 1.676.902 108,363 156.78 1.98 2.52 3.466.944 52.94 1.89 39.17 72.93 45.28 
~ a a i  utiiitie~ f i m c  c a m p n y  6.1 35.41 1 745.024 36.62 2.56 4.09 363.68 29.60 13.734.406 46.68 7.46 45.86 

AVERAOL Of RATlNG GROUP 1.785.541 i6i1.iao 98.11 2.12 1.21 244.24 56.41 5,539,142 50.19 5.69 13.62 


